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PROSPECTS IN INTERNATIONAL TRADE

Dr. Max Myers
Professor of Economics

South Dakota State University

Our prospects for international trade are excellent—or indifferent—

or poor.

It all depends on the particular viewpoint from which one tries

to evaluate the situation and on what we and others do in the next two

or three years. Having made this more or less incisive statement I shall
attempt to expand upon it.

It is difficult to avoid news of international trade...U.S. agri
cultural exports in 1970 set a new record high with a large assist from
soybeans
The Commission of the European Economic Community (E.E.C.)
had 80,000 uninvited farmer guests recently, and subsequently raised
somewhat the already very high price supports
The Japanese and U.S.
governments continue to discuss additional voluntary" quotas on texttiles and Congressman Mills gets involved
The U.S. Administration
decided not to increase the quotas on beef imports for 1971 and neither
producers no consumers cheer about it
Canada seems very concerned about
the volume of U.S. private investments in their country.....Western
European governments worry about their increasing holdings of U.S. dollars
and think that the U.S. ought to worry more too....

All these examples and many more serve to illustrate the complex
and unsettled situation which makes it hazardous to generalize about our
trade prospects. However, I shall try to put the situation into some per
spective and to outline some possible courses of action.

I shall not attempt country by country, or commodity by commodity
analysis of the trade situation.

There is not time to do so.

Dr. William

Payne who will follow me on this program will present some details con
cerning agricultural products. Both of us will try to respond to specific
question during the discussion period.

Our chairman mentioned my current membership on President Nixon's

Commission on International Trade and Investment Policy. I am finding it
a privilege and a challenge to serve on this Commission which is pressing
hard toward its objective of producing meaningful policy recommendations
by June of this year. However, here, today I am speaking as an individual
citizen, not as a member of the Commission. I am neither using any re
stricted information nor expressing any views of, or from, the Commission.
Even so, this membership responsibility causes me today to be more inclined
to pose questions than to give answers.

I think that most of us should pay more attention to these trade
issues even though they are complex and controversial. However, it is
not sufficient to seize on some particular position on some one issue
and hold to it firmly, continuously, and sometimes quite noisily. I
admit that such action may be satisfying to the person who does it but
it doesn't meet the need because it doesn't consider the whole situation.
In order to consider the whole situation and be able to evaluate

the controversial issues one must have some perspective over time and
space as well as subjects.

Most of these issues are not new. For example, the probable con
sequences of the E.E.C. policies for agricultural trade were visible in

the late _950's but we still haven't done much about the problem.

Further

more, most of today's trade problems will affect the future even if we
work out ''solutions".

More than 100 countries scattered over the Earth ' uy and sell thousands
of products and services in millions of transactions in international trade
every year.

It is necessary, also to realize that on any given issue there can
be, and often are, several differing but valid points of view. In fact
there may be in some cases no single "right" ansxi/er.

From the international viewpoint the U.S.A. is very biv; in world trade,
certainly much larger than any other country. Our total exports in 1969
were valued at over 37 billion dollars while total imports V7ere 36 billion.
As a bridge to Dr. Payne's talk I'll point out that the agricultural
portions of the above totals were 5.9 billion and 4.96 billion respectively.
In 1570 the agricultural exports rose to 7.2 billion, a new record, and
the agricultural imports were 5.6 billion.

Our export and import totals can be compared with other leading ex
porters and importers to indicate relative volumes of business.

Our im

ports and exports each have been running in the 35 to 40 billion dollars
range as against 21 to 25 for West Germany, 13 each for Japan and 10 each
for France.

Our larger customers and suppliers are mostly the other industrialized
nations. Most of the developing nations do not have the purchasing power
yet to become large importers or the capital investment to become large
exporters unless of raw materials. Our leading customers last year were
Canada ard Japan. Our leading suppliers were Japan and Canada.

We must consider, also, the returns on our private and public in
vestments abroad. In 1969 these returns totalled about 143 million dollars,

of which 107.5 were from private investments. However, other countries
have investments in the U.S.A. In the same year they received about 91
million from here of which 79 million was from private investments.

We must also add in our foreign aid and military speridinf; abroad plus
a few miscellaneous items tb discover that our overall balance of payments

has shown a deficit each year for quite some time.

We are a "Mr. Big" in world trade but international trade definitely
is not "Mr. Big" within the U.S.A. Our foreign trade and returns on
foreign investments are relatively small parts of our total economy. Our
gross national product for 1970 was about 985 billion dollars. Our total
of personal incomes was about 812 billion dollars. Compare these with
export and import totals each under 40 billions!
These numerical comparisons cause us to pay less attention than we
should to our international business.

The international trade has benefits

for us much in excess of the dollar totals indicated.

It provides us

with goods and services we cannot, or do not produce. It disposes of our
excess goods. It in some instances permits economies of mass production
leading to lower consumer prices here.

Another serious consequence is that we sometimes overlook the side
effects of our actions on other nations.

Some "minor" action which we take

may affect very seriously the well being of a smaller country which depends
heavily on trade in some one commodity.

We do face major opportunities and problems in trade and investment

which will affect our domestic and foreign incomes in the years ahead.

I'm

going to describe two of these situations in some detail and in the process
will indicate interrelationships with several more.
Our "Affair" with the EEC;

Many books have been written about the EEC and more will be. All that
I can do here is to give you some summary sentences which will outline some
of the major events and issues.

"The European Economic Community was started in 1958 by six countriesBelgium, France, Italy, Luxumburg, Netherlands, and West Germany. These
created an organization and a plan for removal of all tariffs between them
selves. Their plan also called for common levels of trade restrictions
by the six against imports from non-member countries. The original intent
was to set these barriers as low as feasible to encourage trade and

economic growth.
efforts."

The United States has encouraged these countries in these

"Progress toward free trade inside the E.E.C. has been more rapid than
anticipated, except on agricultural items. Plans for relatively unrestricted
trade with non-member countries are being negotiated successfully—except
on agricultural products. The United Kingdom is applying for membership
in the Common Market with reasonable progress in preliminary discussions—
except on agricultural trade policies.

The United States and other Free

World countries expect to gain political and trade benefits from the

development of the E.E.C. — but at some cost in reduced agricultural exports."
I wrote the previous paragraphs in 1962. They are essentially true
today.

The EEC has removed almost all internal barriers.

largest single trading bloc in the world.

It now is the

Under political pressure from

farmers it worked out a Common Agricultural Policy (internal) with high
price supports.

In order to protect that program it established common re

strictions on most but not all agricultural imports using variable levies

and export subsidies for their own surpluses which resulted from the high
internal price supports. Its Commission in Brussels is discussing programs
to retire small farmers and their farms. There is talk of a common EEC
currency. Trade preferences have been given to several Mediterranean and

African countries and are being extended to other so—called LesS Developed
Countries (LDC).

Tlic UI(, and three other European'countries, arc

•' '

negotiating for membership.

We in the U.S. now have somewhat mixed feelings about the EEC.

Our

total trade with it has increased. Our sales to them of soybeans which
they do not produce have increased sharply, but we have lost our position

of a supplier of poultry and feed grains except when they have a short crop.
Their variable levy system prevents us from competing.

Their export sub

sidies push their high priced surpluses into third countries to undersell

our exports, or those of Australia, Canada, Argentina, etc. (VJhere did they
learn about agricultural price supports and export subsidies? Well, from
us but we use them very lightly now and think they shouldn't copy our
earlier mistakes.)

We are bothered by the attitude of E.E.C., although we probably should

have expected it. They have created a producing and trading bloc and they

are using it coldly and pragmatically to their own advantage. They continue
to be too busy to negotiate with us or others concerning such matters as

the trade restrictions of their agricultural policy.

They are ignoring

some of their agreements under the General Agreement on Trade and Tariffs

(GATT). Still, they expect the USA to continue to carry a substantial part

of the burden of military defense of Europe. They have some reasons for
complaints about us. We still have some few price supports, export sub

sidies and quotas. Our Congress has not yet enacted legislation to support
one concession which the U.S. agreed to make several years ago.

We have mixed feelings about the possibility of UK entry into EEC.

Our position has been to favor it. However the UK is switching to a system
of higher food prices and variable import levies which will hurt us and

also their commonwealth countries such as Canada, Australia, and New
Zealand. This is contrary to their existing trade agreements but is in
line with EEC programs. The majority of British consumers don*t seem too
happy about the higher food costs plus higher taxes which seem to be
coming if they do join the EEC.
Several other issues each of which is a problem in its own right are
interwoven with the EEC situation.

These include:

Trade with the Communist countries

Trade and aid with the less developed countries
Non-tariff trade barriers

International monetary adjustments and

balance of payments problems
Multi-national corporations
The future of the GATT

Our "Affair" with Japan:

Since
power. We
even so it
government

19A5, Japan has developed into a major industrial and trading
favored and assisted this development in the early stages but
is a tremendous achievement by the Japanese industry, labor and
working as a team. Quite naturally their export drives have

resulted in major entries into our home markets and into others.

The U.S. news media have made much of the textile problems.

We have

used the device of "voluntary" quotas to limit somewhat their exports to
us of cotton textiles.

and synthetic textiles.

Now we are involved in efforts to limit their wool

Two facts which get less publicity are the growing

textile exports from Hongkong and Taiwan which sometimes undersell the

Japanese and the quite but effective way in which Western European countries

(EEC and others) have shut out these Asiatic products thus diverting them
to us.

More important in the longer run are our negotiations with the Japanese
concerning reciprocal arrangements for entry of such products as automobiles,
and for private investment. Japan, which has been very protectionist in
such matters, is lowering the barriers but more slowly than we and others
would like.

Our relationships with Japan are related to several other issues also,
including:

International investments in development of resources
in third countries
Trade with other far eastern countries

Discrepancies in international shipping rates

The complexities and interrelationships I've mentioned in these examples
show the difficulty of piecemeal treatment of individual problems especially

when they lack clear cut, accepted overall polices.

Obviously we ought

to know where we want to go in international trade, and which route or
routes we want to follow. Then we ought to carry out these policies and
approaches in a practical and flexible manner.

Do we?

Could we?

And how?

The stated policy objective of the U.S.A. since the 1930's has been

more and freer international trade. In general, the U.S. leaders and repre
sentatives have worked in this direction in a non-partisan manner and, in
general, the U.S. people have supported it, Uith the support of many other
countries in the Post W.W. II period major gains were made and trade in

creased.

The actual international performance was not uniformally that

good, and some non—tariff barriers quietly replaced the reduced or removed
tariffs, but it was a worthwhile effort.

Now, our stated position remains almost but not quite the same. Presi
dent Nixon in his Report on U.S. Foreign Policy on February 25, 1971

stated "A continued liberal trade policy, in short, is indispensable to our
domestic economic health and to a successful U.S. foreign policy." However,
the President stressed also our expectation and requirement for reciprocal
treatment abroad and the need for more internal adjustments at home.

These

qualifications reflected the growing dissatisfaction of some major indus
trial and labor groups in the U.S.

Most other trading countries still profess to favor freer trade, but
they too are having domestic problems, and in some cases are trying to
"export" those problems by use of trade devices.
Internationally it seems to be a period of waiting with each nation

continuing to claim to be on the side of the angels, meanwhile protecting
its own interests and waiting for someone else, preferably the U.S.A. to
come up with a new initiative, preferably one under which each country
(except possibly the U.S.) will gain more than it loses.

The present situation is barely tolerable in some ways and the pros
pects for the next decade are not too favorable, so we ought to consider
alternatives. If so, what major alternatives or directions might our
initiatives take?

Alternative Courses of Action:

1.

Continue as we are (perhaps with more effort and coordination
aimed at numerous probably small improvements).

2.

Turn toward isolationism and protectionism and try to be more

3.

Break out of the present stalemate with one or more major pro

self sufficient.

grams to improve the U.S. situation and hopefully the world
situation.

If we choose to continue as we are we can wait for other to suggest
negotiations or trade conferences. Or \<te can move toward major multi
national negotiations. Also, we can take our complaints to the GATT as
we are doing over the citrus and tobacco programs of the EEC, The cold

facts are that the existing mechanisms will not be very effective if
a major bloc such as EEC will not participate in good faith" the bases

for international harmonization of such items as agricultural support
programs and some non-tariff barriers and some monetary adjustments have
not been worked outf we are not in a strong bargaining position because

we haven t been able to fulfill a previous promise on the American Selling
Price item; and we don't have auch trading stock left to bargain with.
Nevertheless, we'll probably fare slightly better if we make such

efforts than if we do nothing.

Any gains to us can be expected to be rel

atively small but our efforts would help to keep the organizations for
multilateral trade negotiations alive at least.

If we should turn, or drift to protectionism and isolationism we

probably could get along reasonably well with our ovm production and some
foreign trade.

This probably would involve bilateral trade and less

support for the multilateral mechanisms.

The effects on our overall

national economy would be somewhat unfavorable, and we would be in a

changed situation in international political relations. Certainly it
would be more difficult to dispose of our major agricultural export products.
The concept of a major breakout from the current stalemate as an

alternative to continuing on our present course, or to going toward pro
tectionism, is difficult to explain in detail.

Nevertheless this al

ternative needs exploration and planning because neither of the others

offers us very much improvement in the next several years.

Furthermore,

we need something to jolt ourselves and some others out of some ruts
which seem to be leading us tov/ard worse trade terrain.

Some major changes have been proposed, but not necessarily recommended
including:

1.

Formation of an Atlantic Free Trade Area, including the UK, USA,

2.

Formation of a North American centered regional bloc, with

and Canada and possibly others if willing to join.
Canada, Japan, Australia, New Zealand, UK (if not in EEC) and
others to counter the EEC economic power and negotiate from a
3.

4.

position of equal or greater strength.
Creation of some new or modified international mechanism to

deal more effectively with such issues as non-tariff barriers,
multi-national corporations, and domestic support programs.
Unilateral and bilateral offers by the USA to establish more
effective positions for multilateral bargaining. More use of
"the stick" in addition to "the carrot". There are some actions
outside of the trade fields which the US could take to emphasize
the desirability of improvements in trade terms.

The important point is that wc should, as a nation choose a course

and follow it aggressively and effectively. We have a lot to gain by doing

so.

We can lose substantially by doing nothing or by acting in uncoordi

nated or inconsistent ways.

In summary, our prospects in international trade and related natters
will depend upon what we do, and what other nations do in the next few

years. At present we are doing quite well in general, but with special
problems which are indicative of more problems to come.

If we continue as we are and our trading partners continue on their
courses we are not likely to gain very much. If we act decisively and with

full power we should be able to make some gains in amounts and earnings.

There is a real possibility that we, and others, may drift into more

protectionism. This will do no one any good. It will reduce trade, destroy

our international mechanisms, and enhance the chances for wars.

Amajor change in trade policies, a "breakout" might improve our situ

ation considerably if well chosen and well executed. Otherwise, it mieht
be harmful.

®

This summary however stops just short of something that I want very

much to say, so I am going to say it.

In a larger and immediate sense "the problem" is not just in trade or
international economics or international relations. It is not just

Viet Nam, or inflation, or ecology, although all these and more are impor
tant. The problem" is in
and in our goals and attitudes—or lack of
the same. By us ' I mean primarily wc people in this nation.

We and our ancestors built a major and leading nation and economy. We
had some outside help, we found ample natural resources, we made costly
mistakes, but we worked and we earned our place. More recently we've had
^ be a dominant military, political and trading power and to help others,

^ere are more and greater opportunities ahead if wc can continue our pace
in cooperation with other leading nations.

We have found all this to be costly, frustrating and often unappreciated
by others. Now we are acting as if we are tired and need to rest. In trade
matters we complain that we can't compete. Now we are saying that we can't

afford to be a world leader and at the same time improve our own country.
We are kidding ourselves. We are trying to live in a make believe

world where we can take it easy up on the crest of our mountain and every
one else either will let us alone or be nice to us.

In this real world we are not secure on the crest of the mountain,
we are high up on a steep slope. If we try to sit down—we slip—and

there's only one direction to go tradewise, economically, politically and
in security. Several other nations or groups of nations are climbing
fast up the same slope, and with stated intentions to climb above us,
going past us or over the top of us as the circumstances may require.
^We can't afford to be tired, to sit and wait. Furthermore, we

aren t really working very hard or using our capital as well as we might.
1
economy,reasonable
improve our
environment,
fly silent,
clean
SST s, go improve
to Mars,ourmaintain
world-wide
security
(in
association with others) if we want to badly enough. We have what it
takes in manpower, brainpower, and capital if we're willing to spend it
wisely.

How is that for a prospect?

SOUTH DAKOTA'S STAICE IN FOREIGN TRADE

Dr. William F. Payne
Assistant Professor of Economics

South Dakota State University

Since 1950 the United States population has increased 35 percent
while farm output has increased 42 percent. One method of absorbing this
increased farm output is through increasing per capita consumption. Indeed,
per capita consumption of poultry has increased 93 percent since 1950 while

beef has posted a 52 percent gain. But other livestock products, such as
pork, dairy products, and eggs have experienced declines of 6 percent, 11
percent, and 17 percent respectively. Crop products also reflect mixed
trends in consumption. For example, per capita consumption of processed
fruits and vegetables has increased 50 percent since 1950, but cereal and
bakery products have declined 13 percent.
Even though per capita consumption is declining for some food pro
ducts, we find that about 85 percent of United States food products are
used domestically with about 11 percent being exported. The remainder
goes into nonfood use and stock additions. Hov/ever, for many farm pro
ducts, exports are far more important than this 11 percent would indicate.
In addition, the revenue earned from exports is a valuable addition to
United States gross farm income. The purpose of this presentation is to
emphasize the importance of foreign trade to the United States farm
economy, and the economy of South Dakota in particular. In addition, I
hope to stimulate your interest and concern for those events on the

international scene which could affect our agricultural exports.
Export earnings from foreign sales of United States farm products

during calendar year 1970 were about $7.2 billion, or $36 per person.
This compares to 1970 farm product imports of $5.6 billion, or $28 per
person.

During 1971 farm exports are expected to reach $7.4 billion with

farm product imports of $5.7 billion. The export market is also important
in the number of jobs it supports. An estimated 729,000 United States
workers are supported by our farm exports.

Foreign sales are especially important to United States grain farmers,

with exports accounting for 31 percent of the cash farm receipts from farm
crops. Approximately 20 percent of United States crop acreage is required
to supply the foreign market. This permits crops to provide 88 percent of
our total farm exports.

Oilseeds and oilseed products are by far the most important United
States crop entering foreign trade, with fiscal year 1970 exports of $1,671

million.

Approximately 95 percent of oilseed exports were commercial

sales, with the remaining 5 percent being the result of government pro
grams (P.L. 83-480), Feed grains (primarily corn) are next in importance,
with fiscal year 1970 sales of $995 million. Again government program
exports were minor, accounting for only 7 percent of total feed grain

exports.

The United States supplies about 47 percent of world feed grain

exports.

I'Jheat and flour comprise the third most important category of United
States agricultural exports, with foreign sales during fiscal year 1970 of

$942 million.

Government program exports were of major importance, ac

counting for 40 percent of foreign wheat sales.

The United States

provides about 32 percent of world wheat and flour exports, compared to

16 percent and 13 percent for Canada and Australia respectively.
Major foreign markets for United States agricultural exports in
order of importance are Japan, West Germany, Canada, United Kingdom, and
the Netherlands.

Sales to these countries are on a commercial basis.

Now lets consider the export picture for our region and state.
Agricultural exports from the West North Central region (South Dakota,
North Dakota, Minnesota, Iowa, Nebraska, Kansas, Missouri) amounted to

28 percent of the nation's farm product exports during FY 1970. This
made our region one of the top three exporting areas of the country,
with farm exports reaching $1,863 million.

Table 1 indicates that South

Dakota received $87.4 million in foreign sales, which is approximately
9 percent of the State's cash farm income.

Table 2 shows that wheat

heads the list of South Dakota farm exports, with sales of $33 million.
Approximately 69 cents out of every dollar received from whe^at sales
came from a foreign buyer in FY 1970,
Table 1

Value of South Dakota Agricultural
Exports, Selected Years 1965-1970

Fiscal Year

Value of Agricultural

Exports as Percent

Exports

of Cash Farm Income

(Million Dollars)

(Percent)

1969-70
1967-68

1965-66

^Cash farm income is the value of commodities sold off the farm.

Table 2

Primary Farm Exports, South Dakota, FY 1970

Commodity

Value

(million dollars)

Exports as

percent of
cash farm

receipts^
l^eat and flour

Govt, program
Commercial

Total feed grain^
Govt. program
Commercial

Soybeans
Govt. program
Commercial

Flaxseed

Govt. program
Commercial

Dairy products
Govt. program
Commercial

Sources:

(1) ERS, USDA, "Foreign Agricultural Trade of the United States,"
October 1970, p. 29.

(2) ERS, USDA, FIS216 Supplement "Farm Income State Estimates
1949-1969," August 1970, p. 103.

^Fiscal year 1970 value of exports as percent of calendar year 1969 cash
farm receipts.

^Includes corn, grain sorghum, barley and oats.

Because foreign markets are so important to the agriculture of our
state and nation, we should be concerned with the potential for future

international sales.

However, we must remember that the United Kingdom's

upcoming decision regarding entry into the European Common Market can

have a significant impact upon United States farm exports. Since the
United Kingdom's entry into the EEC is still questionable, I will review
the 1971 outlook by assuming no major changes in world trading patterns.
Given this assumption the 1971 export picture looks bright, mainly
because of soybeans and wheat. The international market is a major
factor in the favorable prices we have been receiving for soybeans, in
spite of larger and larger United States crops. In 1955 we exported the
production from 4 million acres. By 1970 foreign sales accounted for
the production from 23 million acres. During the 1955-1970 period United
States soybean production increased 764 million bushels, with two-thirds
(500 million) being exported.

Wheat exports are also expanding at a time when wheat prices at
Rotterdam (The Netherlands) are at the highest point in nine years. This
higher price in the face of increased sales is largely the result of in
creased demand on the part of Europe and Japan. If we look farther into
the future, we can expect abundant supplies and reduced demand by 1980.
Wheat feeding is expected to become more important, with wheat being
considered a feed as well as a food.

The international feed grains outlook for 1971 also looks bright,
with Europe and Japan expected to continue large imports. The development
of vigorous livestock economies in these countries have stimulated in

creasing purchases of feed grains. As a result prices are at the highest
point in Rotterdam since 1956-57. Projections for 1980 indicate an
expected increase of 45 percent from 1965-1980 in feed grain consumption.
This is closely tied to livestock development, with V7estern Europe and
Japan expected to continue as leaders in coarse grain imports. In fact,
Japan is likely to double its annual import of coarse grains to over 10
niillion tons by 1980. Less developed countries are also expected to
strengthen the world demand for feed grains by switching from net
exporting to net importing positions. This change will occur in response
to rising incomes and increased demand for annual products.
To summarize, I have tried to emphasize the important contribution
foreign trade makes to United States and South Dakota farm income.

The

United States is expected to continue its dominant role in world agri
cultural exports. In fact, the 1970 farm bill is based upon the
expectation of continued large agricultural exports. Because the economy
of South Dakota is so dominated by agriculture, we should be especially
concerned about international trade relations and the future of United
States agricultural exports.

A NEV7 LIFE FOR THE COUNTRY

A1 A.

Schock

Manager, Terrace Park Dairy
Sioux Falls, S.D.

(EDITOR'S NOTE; Mr. Schock was presented a plaque honoring him as the
Economics Department's ^'Agri-Business Man of the Year''. The following
article prepared for the August 1970 edition of "Dairy Industry News"
contains some of the thoughts expressed by Schock to the Agri-Business
Day audience. The possible effect on the State from the EROS Program
and other new technology developed in the space program were also dis
cussed by Schock with an air of optimism for South Dakota agriculture
and agri-business.)

For several decades, much has been ^^itten and spoken about America's
farm problem. Programs formulated and adopted by our federal government
always hinted of an impending solution and predicted a brighter future
for American agriculture. Politically speaking, the family farm had to
be and would be saved.

While economists studied and politicians planned, farm after farm
kept disappearing from the scene of rural America. On January 25, 1968,
in an article in the Wall Street Journal, I wrote:

"There is no prosperity down on the farm. Nearly every third farm
in a broad area of the agricultural mid-section of America stands empty,
yet the silent migration to the city accelerates. In 1940, America had
more than six million farms; today the number is about half that.
Highest Cost—Lowest Price

"As a national farm leader recently said, 1967 was not a pleasant
year for farmers and ranchers.
'We are completing the harvest of the
largest crop in history, produced at the highest cost on record and
sold at the lowest price in a decade. Parity has dropped to 73 percent,
compared with 71 percent in 1934 in the depths of the depression. The
purchasing power of farm products, when adjusted to today's values, is
only 40 cents on the dollar, very little more than in the Thirties.'

''For the past four decades, politicians seeking the farm vote have
compaigne on a slogan of 'Save the Family Farm.' The slogan of the
future might well be 'Save the American Farm.'

'Tams are disappearing not because the fanner has not been working
hard and efficiently. In most cases his productivity exceeds that of his
city cousin. Farm output per man-hour has climbed 61 percent from 1959.

But while the farmer is producing more and better food he is continually
being asked to produce it at lower wages for himself. Many farmers are
paid less than the Federal minimum wage of $1.40 an hour. In 1965, the
average annual net income for 43 percent of the nation's farmers was

$796. This means that the head cf many a farm family had to supplement

his income by finding a part-time city job.'*

The above comments were made two years ago.

t^at is the picture today follovjing two years of the worst inflation
in decades and V7ith farmers and others paying the highest interest rates
the memory of most of us in this room? Well, farms continue to dis
appear. Nationally, we are now dovjn to 2,971,000 ——- 28 percent decline

since 1960. Predictions are that we vrill lose another 100,000 this year.
I believe the time has cone I'.hen every effort should be made to

keep most of the farms tnat we now have and perhaps even provide for
young people to establish new ones in this decade of the Seventies.

Recently, I had an opportunity to work as one of the members of the

President s Task Force on Rural Development. Much credit must be given
to President Nixon for the creation of this and other Task Forces to

study some of the more critical problems existing in our country. Though
I recognize the necessity for delineating, separating and more specifically
identifying problems for study purposes, I was rather dismayed when I
learned that our committee vTould not be involved directly x^ith the pro
blems of farmers and farm programs.

The main charge to our Task Force was to concern ourselves with the
problems of the 65 million Americans living on cur farms and in our small

towns, villages, and hamlets. I^Jhile wrestling with the problem faced by
the residents of rural /unerica
problems dealing with inadequate in

come, out-migration, poverty, poor housing, inadequate educational facili

ties and services, the growing unavailability of adequate medical care
I could not he±p but think that had our farmers been receiving adequate
compensation for the food and fibers produced by them, the nation would
not now be facing a problem so immense.

No Escape From 30's

Except for a short period during World War II and then again during
the Korean War, our farms simply have not been given an opportunity to
break out of the depression era that involved most Americans in the
1930 s.

At this point in this dissertation I am sure I am about to lose some

of you. Some of you must feel that I am terribly naive and that I am
trying to sweep aside other important factors that brought about this

great change in rural America such as the vast technological changes
that have occurred and the great progress that has come as a result of

very fruitful agricultural research. To you, I would simply say that
I am, as you are, aware of these great changes, that I am not against
progress, especially when this progress improves the standard of living.
Progress obviously occurs when man utilizes machines to make him less of

a slave, when new crop varieties produce better quality and increased

yields of grain, when technology enhances nan's environment and conserves
succeeding generations, when it produces release time that liberates

man and allows time for his spirit to soar and explore the non-materialistic
values that add to the overall quality of life.

As we look back over the past several decades and add up the balance

sheet, what do we find? I am very much afraid that even though the asset
column lists many good things benefiting the entire nation, the liability
column is much too long to give many of us comfort or the feeling of great
accomplishment. On the liability side we might list for example the
following:

1.

Our farmers as a group are deeper in debt than ever before.

2. The total farm net income after 20 years of rising prices and
inflation does not even now equal the total net of $17.1 billion realized
in 1947. Preliminary estimates for 1969 indicate a net of $16 billion.

3. Thousands of our small rural communities are on the ropes and in
the process of disappearing.

4. Fifty percent of this nation's poor live outside metropolitan areas.
5.

Percentagewise, the out-migration continues at an unabated rate.

Though fewer numbers are now migrating to the cities, about 600,000
annually, this out—migration is coming from a smaller remaining base.

X believe we have come to a point in time when the laws of pure
economics and the total harsh realities of the unguided marketplace can

no longer be all-pervading. This is not to infer that free enterprise
has not brought us great fruits and will not continue to do so, nor to

infer that I am advocating the casting aside of all the desirable aspects
of competitive free enterprise. In short, I am recommending that we create
a climate that rewards initiative and enterprise but not to the degree
that giant entrepreneurs, as a result of preferential treatment in the

capital markets, or by sheer luck, can dictate, gobble up, or in any
manner destroy any form of enterprise, small or medium in size, yet

important to the general well being of individual communities and the
nation.

As this relates to agriculture, I believe there have been too many
in government
to talk about
the greatness
being willing

and in the business community who have been all to eager
the free marketplace, the law of supply and demand, and
of the competitive enterprise x^hile at the same time not
to accept the same criterion as they relate to their own

jobs or business activities.

Let me list just a few as examples:

1. Utilities, such as telephone, gas, and electric, both privately
and cooperatively owned companies, that have been spared the true raw
forces of competition by having commissions or boards set rates so as to
provide at least a minimum profit or return.

2. Employees with guaranteed union-imposed wages supplemented by
minimum wages guaranteed by the government under the Wages and Hours Act.
3.

Financial institutions restricted by state or federal lax^ from

paying excessive rates on savings accounts.

4. News media with set advertising and subscription rates. Some
rates for the printing of required official proceedings are prescribed
and guaranteed by state law.

5.

Pre-sale pricing of most of the goods distributed by American

industry.

With the protective income guaranties for the industries and pro
fessions enumerated above, all favored by some form of law or regulation,
is it not with a high degree of hypocrisy that some advocate the complete
return of agriculture to the free marketplace where the law of supply and
demand shall be at all times exclusively controlling? Though the basic
instinct of most Americans leans toward unregulated free enterprise, there
is, I believe, a rather universal awareness of the current need for at

least enough regulation and the setting of rules so as to provide for the
survival of enterprises vital to the general welfare of all society.
It is most heartening to see prices improving for some agricultural
commodities such as livestock, dairy products, vegetables, and others.
But even though this is true, prices for grains remain extremely depressed,
and the fact remains that the two most urgent problems facing rural
America continue to be:

1. Inadequacy of total net income. Per capita income for farmers is
only 75 percent of what city laborers have to spend after taxes.

2.

Inflation, mostly due to wages being granted in excess of increases

in labor productivity.

Agriculture's first duty to the nation is to produce enough food to

feed its people.
each farmer

This our farmers have done in an admirable manner. Today

feeds 42 Americans.

This is up from 11 at the end of World

War II. It would appear that any nation that can provide enough food for
its people should be able to solve most other problems. I believe the
nation has an obligation to compensate the agricultural community for its
splendid performance. Those in leadership positions should try to do
everything possible to brighten and improve living conditions throughout
rural America.

USDA llust Reorient

In my estimation the following approaches would be helpful:
1. The U.S. Department of Agriculture must streamline its functions
and become more farm-oriented. The Department, in short, must become
public relations-minded in behalf of agriculture. They must tell con
sumers that even when adding federal pa3mients of approximately $3.2

billion (this is less than two percent of total federal expenditures),
she is spending less for food than at any other time in the history of
this nation.

2. The Marketing Order concept for individual commodities, parti
cularly perishable ones, has proved to be an effective tool for marketing.
I believe this program should be expanded with the Department assuming
the primary role of referee.

Pricing mechanisms of these orders should

be designed to keep prices near ICQ percent of parity for those com
modities consumed in a domestic market.

3.

The consolidation of regional farm bargaining and marketing

associations should be encouraged.

These associations should, however,

be charged with the direct responsibility of producing adequate but not
overburdensome supplies.

4.

The detrimental effect on our rural economy of unchecked vertical

integration as it relates to large, regional, national retail business
enterprises dealing in farm commodities should be given an immediate review.
It is my belief that such a study would indicate that unless vertical inte

gration is surrounded by adequate protective rules and regulations, first

small processors of agricultural commodities and farmers supplying such
processing plants will continue to disappear from the rural scene.

5.

Federal taxes or first processors of agricultural commodities

should be substantially reduced.

6. Investraent tax credit should be restored for farmers and small
and medium-size business organizations.

7,

Amendnents to the federal tax laws requiring accelerated payment

of estimated tax have Imposed severe hardships on small businesses and
farmers. These tax laws should be reamended to provide for the former
deferred payment of such taxes.

8.

The legislatures of the Individual states should provide for

the regulation of non-family ''forelgn-ovmed'" corporation farms. Reasonable
maximum federal farm program payments should be established per farm and
per Individual.

The federal governraent should provide for the development and full
funding of all authorized x^ater projects. Most of these projects
encompass multi-purpose uses and some Include the development of Irrigation
projects that will help balance local economies and create jobs and more
over provide for Increased recreational opportunities for both urban and
rural residents.

It will
for farm and
look back ue
of a problem

be necessary to continue to provide ample credit resources
agribusiness-oriented enterprises In the seventies. As we
can probably conclude, however, that credit was not so much
during past decades as has been farmers' Inability to repay

loans.

The agricultural community has always found Itself In a period of
transition.

Now as It enters a new decade. It Is the time for all

Americans to shift gears In the spirit of cooperation and extend a hand

that will bring the agricultural community Into a period of prosperity
that will benefit the entire nation. Even though the problems are large,
we should not be deterred from at least making an honest attempt to Im
prove the picture.

Enhancing the quality of life In rural America will

benefit all.

To live In the countryside and on farms Is still highly desirable.
There one can still v/alk about at night without being afraid. It Is a
place where a man's word Is his bond, where America's greatest virtues
are upheld and practiced. It Is a place where people support education
using local resources, where they build and attend churches, and where
strong family units provide strength that builds national character.

Last November, President Nixon established a permanent Rural Affairs
Council staffed by members of the cabinet. The challenge to this Council
Is to help Increase opportunities in rural America.

The creation of a

Council Is but a beginning
a good beginning. But x-zlthout the aid of
the private sector on the local level, little can be accomplished. Forums
such as this one can be extremely useful In disseminating Information and
creating the climate that will build a prosperous agriculture and a
prosperous agribusiness that can assure continued national prosperity.

COMPUTER TECHNOLOGY IN AGRICULTURE

Dr. Paul Koepsell, Director

Research and Data Processing
South Dakota State University
Panel Moderator

Introductory Remarks

This morning you heard Mr. A1 Schock talk about his impressions of the

Apollo Program and how he's certain that this particular development has helped
of us in many ways. Certainly teclinology has been taking its lumps. Re

cently the SST was discontinued, there has been a general reduction in research
and development by our governmental agencies, and while I choose not to wor
ship at the trough of technology, I am convinced that if we are to continue

to improve our standard of living and if we are to continue to develop our
ability to do new and better things for everyone, technology cannot be placed
in a back seat.

I'm no economist but certainly controlled expansion is an awful lot better

and easier to deal with than uncontrolled (or controlled) recession.

Tech

nology (and computers are at the very heart of it) must expand if we are to
have a shorter workweek, a better standard of living and, yes—even more wel
fare.

Before we begin the afternoon panel, I'd like to give you some infor
mation about the South Dakota State University computer facility. We are

open 24 hours a day, six days a week and usually we have someone working on
the seventh day. We serve a professional community of nearly 800 people.
As one of the speakers this morning indicated that it was difficult to pre
dict the future, I can safely tell you that it's difficult for me to tell

you exactly what we will be doing tomorrow. A large, scientific, researchoriented staff such as we have develops many interesting and different
needs literally overnight.

Today, 36 different classes are using the computerj approximately 60-

70 research projects currently have account numbers and about 250-300
students per term take one or more programming classes.

Much of our data is on magnetic tape. In fact, we have about 135
miles of magnetic tape. This magnetic tape contains research data on such
things as weather, animal genetics, soil test information, economic data
and many other areas devoted to our research program. In addition to re

search, of course, we are using the computer for nearly all management

phases of the university which include the business area, the student record

area, and recently within the last two years, we have implemented the
management information system for the extension service. This provides
automated reporting of statistics to the state and federal government.
In addition to the above activity, we are also involved in tele
communications and, presently, are considering applications in the
Remote Sensing area which are really quite frightening in terms of their
magnitudes. Automated analysys of photographic data is an infant science
and is one of the primary thrusts of the technical staff of the Remote

Sensing Institute. Each photograph when converted by a television-like
camera to digital or numeric data is represented by 200,000 to a million
characters per photograph. If you expand that number of characters to

cover thousands of photographs, it is easy to see that computer analysis
of photographic data is indeed a problem even at the speeds at which cur
rent computers operate.

Incidentally, data is moved in and out of our

machine at the rate of nearly 300,000 characters per second which is about

the number of characters in five to six hundred pages of an ordinary
library book.

The theme of this conference is 'South Dakota's Economy in a Changing
World". This is certainly appropriate to computers and to agriculture*
Computers can have an effect on ycur businesses as agri-business men. Some
of the fields which utilize computers in a daily environment are farm record

keeping, accounting and optimum use of resources in the areas of feed blending
for minimum cost.

This afternoon we are going to hear from several people who will discuss
the uses of computers in the area of agri-business.

FARM BUSINESS ANALYSIS

Dr. Herbert R.

Allen

Assistant. Professor cf Economics

South Dakota State University

The computer is rapidly becoming one of the most valuable hired hands
in the farming business. It is being used in many ways and my task today
is to explain one of the uses — that of farm accounting.
About one year ago the Economics Department, as part of its research
work in Agricultural Finance, initiated a project to develop a computerized
farm accounting system. Such a tool was needed in order to gather de
tailed information useful in research work and i t would also serve as an

aid to farmers in making financial management decisions. During the past
year, a small group of farmers has been working with us in the development
of this program. They hsve actually served as research partners in this
respect.

Farm records are one of the oldest tools in farm management.

Record

keeping projects of various types date back to the early 1900's. Since
that time they have been developed, expanded and refined to meet the
changing needs of modern farm operators.
Many farmers are finding that the recording of entries and summary of
the data at the end of the year has become a mountain of a task by tradi
tional record keeping methods. The time and effort required for making a

business analysis out of the large quantity of data employed has discouraged
farmers from using records as an eflective decision making tool. Here is
where the computer can help.

Once the basic data is input to the computer many things can be done.
Hence, computerized accounting is not just a record keeping activity. It
has become more truly known as farm
processing. Fundamentally,

modem farm accounting is the process of £:a<^hering the necessary data for
making determinations as to business performance.
It has been said that running a modern farm business without adequate
performance data is like running a clock without hands. There may be
nothing wrong with the way the business (or the clock) is running. However,
with nothing to indicate what is happening, we don't really know whether
or not the business is performing efficiently.

When one watches the computer operate, it sometimes seems like magic.

However, there is nothing magic about what the computer does. Output
depends upon input and as more and more categories of input information
are added it becomes possible to receive more categories of information
and more detail in the output.

Table 1 illustrates the type of Income Statement printed out by
the computer program. Table 2 presents a set of farm business operating
ratios also computed by the program. This information, when computed
by pencil at the end of the year, could easily take four or five days
of a farm managers time — plus the risk of computational error. The
computer can make the computations without error and print out the re
sults in about 60 seconds. Other reports, not presented here because
of space requirements, include a monthly cash flow report, net worth
statement, depreciation report and enterprise costs and returns.

Because

of its data handling capabilities the computer can help farm managers
sharpen their decision making through the use of business analysis tech
niques .

TABLE 1
INCOIiE STATEMENT

Livestock Sales

Crop Sales v
Other Income

TOTAL CASH INCOME

GROSS INCOtffi

Less Purchases
GROSS PROFIT

Less Operating Expenses
Less Overhead Expenses
Less Depreciation
NET FARM INCOME

Less Operator Labor
RETURN TO CAPITAL & MGT.
Less Interest on Land Owned

Less Interest on Inventory
RETURN TO MANAGEMENT

TABLE 2

FARIl BUSINESS OPERATING RATIOS

Gross value of crops per crop acre

28.14

Crop expenses per crop acre

Machine and Power Cost per Crop Acre

15.43

Machine Investment per Crop Acre

25.30

Returns per Dollar Feed Fed

Gross Profit per Man

Gross profit per Dollar Net Farm Income
Net Capital Ratio

Return on capital CHmed

24.288.16

COMPUTER USES IN FARM CREDIT SERVICES

Dr. Robert E, Sweeney
Director of the Federal Land Bank Data Bank

Oraaha, Nebraska

My comments are restricted to the cooperative Farm Credit System,
which is composed of the Federal Land Bank, the Federal Intermediate
Credit Bank, and the Bank for Cooperatives. I will not address the use
of computers in other ogranizations lending to agriculture.
In the Farm Credit System, the primary objective is to provide
maximum financial and related services to farmers at the lowest cost.

In computerizing various activities within the Farm Credit System, the
overriding objectives are to: 1) continue to supply low cost service to
borrowers; 2) to expand credit and related services; and 3) to better
equip ourselves to serve agriculture of the future.
As you know, there are twelve Farm Credit districts and the exact

status of the computerized applications varies considerably from district
to district. My comments are designed to give the general idea of the
type of activities being computerized without detail about the status of
developments v/ithin each district.
At the present time, the computer is used in three primary areas
within the Banks. These areas are: 1) a wide range of accounting appli

cations; 2) Electronic Farm Records — a service provided by the PCA*s
for their farra borrowers; and 3) the Federal Land Bank Data Bank — a
management information service for the Federal Land Banks.

My remarks will be concerning each of these three topics.
Accounting applications within the Farm Credit System apply to the

full range of our organizations' accounting needs. Historically, account
ing-type applications have been among the first to be computerized,
and this is also true within the Farm Credit Banks. Presently, most Pro
duction Credit Associations have their loan accounting records on the com

puter so that each transaction affecting an individual borrower's account
is recorded and maintained on the computerized accounting system.
The Federal Intermediate Credit Bank also has its general ledger
accounting on the computer. The Federal Land Bank is developing an ex
tensive computerized Mortgage Loan Accounting System. Other accounting
applications, such as general ledgers for the Federal Land Bank and the
Federal Land Bank associations, arc currently being computerized. In addi
tion, payroll and personnel records are either in the planning stage or
are presently computerized.

The second main activity, where the computer is used to serve agri
culture, is Electronic Farm Records programs available to Production
Credit Association borrowers. At the present tine, there are between
10-and 15,000 farm borrowers in the United States who have their farm

records maintained by the computerized farm record system offered by the
PCA's. In South Dakota, 110 borrowers are participating in the EFR
program. In the four states of Iowa, Nebraska, South Dakota and Wyoming,
there are currently 650 farmers using EFR.

The advantage

to the borrower of a computerized farm record system

is that he receives better farm management information.

The records are

also available for establishing income tax liability and for tax planning.
Finally, complete and comprehensive farm records are essential for good
credit analysis and servicing.

Presently, there are two different programs offered by the PCA's.

Both

programs include cash flow statements, summary reports, depreciation schedules,
month summary reports of income, expenses, and depreciation

for tax planning, and various business analysis reports. The more compre'r
hensive program available to the borrower includes more frequent reporting

sequences as well as additional options such as enterprise accounting,
payroll accounting, machinery cost accounting, records on family living ex

penses , and others.

Fees for the Electronic Farm Record keeping programs are generally

based upon the borrower's gross income and the various optional programs he

may elect.

In general, the minimum cost is $10 to $12 a month and can

range to a multiple of three to four times that amount for highly sophis

ticated record keeping s- - terns.

Farm record-keeping services are not available through the Federal
Federal Land Bank associations because current legislation
prohibits these organizations from offering such services.

The final major area in which the Farm Credit System is using the com
puter is the Federal Land Bank Data Bank. The Data Bank is a new activity
for the Federal Land Banks and operates at a national level. It is basically
a management information system for 11 of the 12 Federal Land Banks.

Our

primary mission is to develop an extensive data base containing detailed

information about Land Bank loans and real estate conditions in the United
States. The primary uses of the data will be regular reports that reveal
to Bank management the status of various programs and activities within the

Land Banks. In addition, the Banks may request demand reports. A demand

^ request
for information
answerthea computer
particularis set
which may not
arise again.
In these tocases,
usedofasquestions
a re

trieval device to retrieve the specific and unique information required

rrom the data base.

Finally, the Data Bank was also charged with the responsibility
of providing economic analysis. Hence, our staff will contain persons
trained in analysis and research to provide a continuing and on-going
research function using the data base and other information.

Perhaps the concept of the Data Bank can be made more relevant with
a few examples of how the data base has been used to date. In one dis
trict, a Bank officer requested data required for a speech. Upon receipt,
however, he observed that the Federal Land Bank had made no loans to

young dairy farmers in a particular state in 1970. In the past, the Bank
had made many loans to these types of borrowers. Hence, he asked two

questions: 1) "Do such individuals still exist in this particular market
area?" and 2) "If so, why did we not make loans to them?" Upon further
investigation, he determined that there were, in fact, young dairy farmers
that the Land Bank perhaps should have serviced. He also discovered
that over the last five years, there had been a rather subtle change in
agriculture in that region.
Young dairy farmers, who qualified for
loans five years ago, were no longer qualifying because the Land Bank
had not changed its loan policies to meet these changing needs. Thus,
loan policies were reviev/ed and modified so that once again these
individuals, who previously had been good credit risks, were serviced by
the Land Bank System.
Another recent use of the Data Bank data was an investigation of a
particular loan plan v/ithin one district. This district had offered
a plan for borrowers with tight debt/asset ratios. A particular charac
teristic of the loan plan was to keep loan repayments low^ allowing
the borrower to allocate more of his cash flow to building assets and
growth within his farming operation rather than debt servicing. The
particular question the Bank asked was, "Are the farmers this loan plan

was designed for, the ones who are actually using it?"

The results

indicated that the loan plan was meeting the stated objectives.
There are many more examples that might be given on how the Data
Bank is presently being used v/ithin the Farm Credit System. I believe
these examples, however, illustrate the primary ways it may be used as
an information and research tool.

It has been a pleasure to visit with you about the use of the computer
in the Farm Credit Banks.

COMPUTER RESEARCH USES
Kent 0.

Scofield

Computer Systems Analysis
Economics Department
South Dakota State University

I believe that some of the research projects that will be studied
by the Economics Department in the next few years which will require com
puter usage will include:

1.

Irrigation development and management,

2.

State and National Agricultural Marketing Techniques,

3.

Sophisticated computerized farm records and management systems,

4.

Economical pollution prevention and control,

5.

Computerized and televised livestock auctions,

6.

Linear Programming packages that can be economically applied

to individual farm operations, and

7.

Transportation development and optimum shipment patterns.

I would like to expand a bit on number three "Sophisticated farm management
systems."

In the near future new computer techniques will help individual
farm operators to allocate more effectively resources of land, labor,
capital and machinery to specific long and short range goals. These

techniques will enable him to evaluate quickly and reliably various cropping
patterns and livestock considerations, alternative capital and labor
inputs, and fertilizer and chemical control selections to determine the

enterprise or program that offers him optimum returns.

In livestock operations for example, linear programming will help

the individual farmer by calculating the most economical, nutritionally
adequate rations for cattle and hogs, based on current feed ingredient
costs. The least-cost feed formula routine will be used to compute the
least-cost outlay per pound of gain and the greatest potential profit per
pound of animal sold.

In the area of farm equipment purchasing and utilization, computer

simulation will permit the detailed examination of various alternatives
under given situations and varying periods of tine. This will aid the
farm operator in buying decisions and help him to make better use of
available equipment in terms of utilization and depreciation factors.
Computers will be regularly employed in all of the individual

areas of a total farm production management. These will include laboratory
analysis of basic and micro soil nutrients, environmental analysis of local

areas via remote sensing to estimate soil moisture, insect and crop
disease infestations via remote sensing and market price forecasts for
crops and livestock.

It will also include data and activities that in

volve capitalizing the farm's current-year plans, plus long range capital
improvements which in turn r.ll involve outside forces such as bankers,
various distributors and other businessmen who regularly open their doors
in main street South Dakota,

:he application of computer technology to the feed business
Dr. Darwin G.

Britznan

Director of Nutrition
Farmers Union Grain Terminal Association

Siou:i Falls, S.D.

The use of the computer as exemplified by the GTA Feed Division is
probably quite typical of the feed industry.
The Feed Division of the Farmers Union Grain Terminal Association

is one of seven divisions within that organization.

The Division

headquarters at Sioux Falls, South Dakota, and operates ten plants in
four states, selling feed in seven states.

Two computer systems are used by the Feed Division.

The first is

an "in-house" computer (Honeywell-3200) in GTA*s general offices in
St. Paul, Minnesota. This computer is in operation 24 hours a day
during the week and during the day on weekends. The Computer Department
of GTA employs 55 people. The Feed Division uses the general office
Computer Department for the following:
Pricing of feed - this is done on a weekly basis
Perpetual inventory - control of ingredients and finished
feed products
Feed product sales data
Records for sales personnel
Patronage records
Accounting

The second computer system which the GTA Feed Division uses is on

a leased, or time-sharing basis.

This computer is programmed specifically

for linear programming (least-cost formulation) of livestock feeds.

Perhaps the most unique part of this operation is the input device
which is located in the Feed Division Offices. It is a ''dial-in* system
which is very simple to operate. It eliminates the necessity of key
punch operators or tape punchers. We are able to provide the computer
with the information that we want, easily and quickly. The computer is
located in Atlanta, Georgia. We communicate with the computer via the

telephone. Through the input device we tell the computer the ingredients
we have available at a particular feed plant. We also include the price
of these ingredients and the minimum and maximum amount of each ingredient
which can be used in the feed. Information, including the nutrient com
position of the ingredients, is stored in the computer. This includes
as many as 57 different nutrient values for each ingredient.

In addition, we specify the nutrient levels which we want the finished

feed product to contain.

It requires approximately Ih minutes for the

computer to read this information from our input board.

The compute time

for the solution is about six seconds and it takes about Ih to 2 minutes

to print the finished formulation.

These formulas are ready to use for

feed manufacturing in our plants. In addition to the formula and a com
plete calculated analysis of the feed, we also have value ranges for
the various ingredients. This tells us the price value for the ingredient
and at what price the quantity of the ingredient would be changed in the
formula.

The computer is able to do a more thorough job of feed formulation
in much less time than we could by hand. By hand calculation it is not

unusual to spend two to three hours per formula and, many times, much
more to accomplish somewhat the same, but probably never quite the best
possible solution.
The cost for linear programming is about lOq per ton of feed manu
factured. This does not consider any savings v/hich is achieved through
least costing.

Another area that we have investigated a good deal but have not been
able to program as yet is the application of the computer to farm feedlot
and dairy feeding problems. That is, taking the feedstuffs which are
available on a farm, putting them together in proper amounts along with
adequate nutrient supplementation and recommending quantities to be fed
to achieve the goal that the producer has for either his beef or dairy
animals. We feel that this offers a great deal of potential and would
make the feeding of livestock, at the farm level, more exacting.

There is no doubt that livestock production technology has progressed
very rapidly in the last decade. Undoubtedly it is difficult for the
livestock producer to take care of the day-to-day operation of his business
and stay up-to-date on the many advances which have taken place. We feel
that the farmer will need to depend more and more heavily upon advisors,
consultants, or specialists. The problem, hovjever, arises that there are
not enough qualified specialists (either commercial or extension) to work
with the many people in livestock production. This is particularly true
in South Dakota, where there are many small producers.

By use of the computer, individual problems can be solved more rapidly,
enabling specialists to work with more people. I definitely feel that
computers have a great future in the livestock production area. At the
present time we are but scratching the surface.

Concluding Comments by
Dr. Koepsell

Dr. Britzman Indicated the uses by his firm of least cost techniques.
This reminded me of an application which a systems analyst in our mechanical
engineering department was pursuing with a South Dakota meat packing plant.

In the early 60's when linear programming and these optimization techniques
were just beginnings without telling the computer that such things as taste
and consistency were important and by telling the computer that water was
free, we decided that the most profitable type of sausage which could be

produced would be sausage made of 100% water. After considerable discussion,
it was considerably cheaper to change the program than it would be to spend
the necessary amount of money on public relations to get customers to buy
that particular type of sausage. Finally, if I were to give you some advice
relative to computer uses, I would say this.

Don't take a "hands-off"

attitude. Don't turn your business over to those of us in the computer
science area. Get us to work for you. People are still important and needs
are still basically what we are trying to satisfy. No amount of printout
or analysis is any good unless it can be used. In fact, I have heard the
saying among scientists and researchers, "If you can't solve a problem,
soother it,

which is probably poor advice but problems can be smothered

with a computer if the computer is not programmed to do a useful job.

You can still turn off the machine, you can still fold, spindle or

iJi^tilate a card, but the computer has, and will continue to have a strong
influence on your business.

Thanks to Dr. Sweeney, Dr. Britzman, Dr. Allen and Mr. Scofield for

their presentations on this panel.

If any of you have questions to direct

at any of these gentlemen specifically, please feel free to talk with
them after the session.

Finally, if anyone in the audience would like to visit our Computing
Center or is a member of a group which might be interested in such a visit,
please feel free to contact me at your convenience.

PLANNING AND ECONOMIC DEVELOPMENT

Dr. Ljmn Muchmore, Director
State Planning Agency, Pierre

I am speaking to you today not

as a

Professional Economist but as a

newly appointed state agency head, 1 wish to use this platform to expose
for your judgment and perhaps your criticism my conceptions of planning
in general, of the responsibilities of the State Planning Agency in
particular, and of a major planning operation now being implemented in
the immediate Brookings area under the title of Model Rural Development,
These remarks should, 1 suppose, be taken as policy statements; they
most assuredly will not resemble an academic disauisition.
Planning is a continuing process. We can never claim to have com
pleted planning. Planning is an essential ingredient of rational decision
making. Therefore we cannot point to a specific historical instance when
planning was first introduced among the activities of government. Because
planning is implicit in the delivery of government services, and because
planning does not anticipate its own termination, the question, "shall we
engage in planning on a statewide basis?" is not meaningful; it must be
replaced with the alternative query, "should we elevate planning to a
visible and semi-independent endeavor, or shall we allow it to remain
embedded in the plethora of legislative and administrative decisions
which are made by government on a daily basis?" Assuming for the moment
that we answer that latter question in the affirmative, and that we intend
to increase the visability of the planning effort through commissions,
agencies, and explicit documentation, then we might consider what the
ingredients of the formalized planning process properly should be.

The first and most critical step in the planning process is goalsetting. Since goals are implied by nearly all decisions, this first
step is apparently quite natural, so that its formalization should cause

no difficulty.

Nevertheless, only a little analysis of government is

necessary to establish that most policy makers have only a vague notion
of what they expect to accomplish with programs under their control in a
year, in two years, in five years. The overwhelming tendency in govern
ment, where those stern masters, the balance sheet and the income state
ment, are missing, is to make administrative decisions in reaction to
immediate crises, to minimize friction, to take the path of least
resistance, to allocate benefits to the most vocal.

This administrative

methodology is doubly dangerous; not only does it result in sloppy
management, but it denies the people, in a system which intends that the
people should exercise control, the opportunity to judge the appropriateness
of government direction. This is not to imply that goals can be solidified

or that they should not be changed; for indeed they nust be reviewed on a

continuous basis. It only suggests that where the planning process is
being practiced effectively program goals are well defined and constantly
available for scrutiny, and they provide an overriding criterion by which
policy decisions may be judged.

Within the goal-setting process a rational scheme of priorities must
be developed. Elementary observation teaches that not all wants may be
satisfied at once or even within the foreseeable future.

It follows that

some goals must be given preference over others, some problems must be

singled out for immediate attention, while others are allowed to linger
until a later time. When a schedule of priorities is not built into
the list of goals, a classic rule of bureaucratic behavior dominates;

that is, government will treat first those needs which it is most capable
of treating. It will tailor the priorities to fit the capabilities of
the governmental organization. This sjrndrome can be avoided only if
those who determine policy will consciously avoid administrative captivity,
and will articulate priorities according to the actual desires of the
electorate.

The second step in the planning process is inventory taking.

Abraham

Lincoln left this remark, "If we could first know where we are and whether
we are tending, we could better judge what to do and how to do it." We

must constantly be aware of where we are in relationship to the goals we
have set. If a goal for South Dakota is to undertake programs which will
raise per capita income to the National average by 1980, then we must
assemble the information which will tell us what our income is now,
whether it is rising or falling, and, if possible, the major factors
which determine its level.

If a goal of this state is the preservation of natural beauty, open
spaces, rivers free from pollution, then we must be able to assess the

current pollution policies, to inventory the environmental advantages
which are most threatened. The inventory process requires access to a
sophisticated system of information collection, storage, and retrieval.
Here, frankly, is a provision which we in South Dakota have failed to

supply.

State and local governments are generating more policy relevant

data now than ever before. And the data which is available from outside
sources is grov/ing in depth and scope. Yet we have failed at the state

level to digest this increasing volume of information and to analyze it
into a form which is useful to the legislature, to the governor, or to
local officials who wish to review their own problems in a wider context.
The Planning Agency has taken two steps to meet this need.

First,

we have requested, and the governor has approved, a Task Force on Policy
Data, a working-size group knowledgeable in both the information needs

of state and local governments and the mechanics of data systems, to
review the statistical reporting activity of state agencies and to
recommend such procedural and structural changes as will expedite the

flow of relevant information from origin to potential user. You should
note with some pride that Professors Koepsell and Riley from South Dakota
State University are members of that Task Force.
Secondly, we have co-operated with a group of representatives of
South Dakota colleges and universities, both public and private, to
organize the South Dakota Academic Resources Council. The purpose of
the Council is to provide a reliable interface between the state govern
ment, badly in need of the analytic and research capacity possessed by
its institutions but hitherto unable to access that capacity on a com
prehensive basis, and the academic community, willing to lend its resources
to help solve the problems faced by state government but lacking a vehicle
to make them available. South Dakota State University is a participant in
that Council.

The final stage of the planning process is program design. In this
phase the planner lays down in detail the step-by-step pathway from the
current conditions, elaborated in the inventory phase, to the goals
schedule. Program design requires the technical skills which flow from
specialization; it also requires input from a governmental activity which
is closely allied to planning — that is budgeting. Effective program
design can only be accomplished with full knowledge of resource avail
ability.
We should add some footnotes which may complicate this otherwise
simple picture. Because planning is dynamic and continuous, an effective
planning structure builds in a mechanism of continuous evaluation and
feed-back to all three phases. It i.iay become clear that goals originally
set are unrealistic, or that the public's taste has changed, so that they
should be revised. Programs may prove unworkable, so that alternatives

need to be developed. Much of the planning currently being conducted by
local planning commissions in South Dakota under the so-called 701 Program
suffers from this simple and obvious weakness; the feed-back which makes
planning a dynamic process is not provided. A consultant is hired to

write a comprehensive plan; he spends a few days in the community, gener
ates a document, and that document becomes, for all intents and purposes
the end of the planning process. Inadequate resources are available for

periodic updating and monitoring, and planning stagnates. To a large
degree this failure can be traced to a flaw which mars many federally
controlled programs. 701 was developed for urban areas with sufficient
revenue base to continue an initial planning effort. It has been imposed
upon governmental units, namely rural South Dakota counties, who cannot

afford the sustained input v;hich is required to make planning dynamic and
effective.

To summarize, then, planning is an activity which consists in three

distinct phases; goal setting, inventory taking, and program design.

These

three components require the uninterrupted support of an effective feed
back mechanism.

With that brief background in mind, I will outline the responsibilities
of the agency which I direct. First, State Planning is charged by statute
with the formulation and maintenance of a comprehensive state plan. It
is required, secondly, to survey and coordinate the planning activities
of all other agencies of State Government. And finally, it is obligated
to provide planning services to local governments.

Consider these duties

in order.

In the past we have been governed by the philosophy that somehow a

state plan can be devised by summing the results of local plans. This
presumes, I think, a quality to local planning which is not now present,
not because of the failure of local planning commissions, but because
the planning apparatus which has been imposed upon them is faulty in
structure. It rests also upon the fallacy of composition; that is, upon
the logically erronous conclusion that the whole is nothing more than the
sum of its parts. There is room for leadership at the state level, and
the State Planning Agency must assume the burden of a genuine statewide
planning operation. Many problems transcend local jurisdiction and will
not be reflected in local planning activity; they will be ignored unless
state level action is taken. An outstanding example of a critical pro

blem which must be approached with a policy view of the highest levels
of state government is that of population growth. We have just ex
perienced a decade of depressed birth rates, increased death rates, and
more severe out-migration than we have experienced before.

South Dakota

now has 2.1% fewer people than it did ten years ago. Its citizens are
entitled to a policy position on this question. Do we regard this
development as a healthy reflection of opportunities opening up elsewhere
for South Dakota youth? Do we intend to entertain government programs

which will allay population decline?
how can it be achieved?

If so what is a realistic goal and

Do we intend to industrialize?

What are the

costs and benefits of a statewide industrialization program? An effective
planning process at the state level would currently involve discussion of
these questions among others of similar breadth and importance. It must
be emphasized that my agency is not given the authority to answer these
questions. These are significant policy issues which must be entertained

by representatives of the people.

The Planning Agency, when operating

correctly, will provide a professional staff, hopefully well insulated
from political considerations, which can insure that the machinery within
which planning occurs is operating efficiently.

Consider our second obligation, that of supervising planning activity
of other state agencies. By law they are required to report to the State

Planning Agency biannually on program and planning activities which they
have undertaken. This statutory obligation has not before been enforced;
we hope in the future to be able to provide the assistance which will
enable other agency heads to comply with the law.

Our third obligation under the law is to provide technical aid to

local governments who are currently conducting planning activities.

It

is within the context of assistance to local governments that I intend to

explain to you the Model Rural Development Program currently being pro
moted by my agency. This explanation will form the third major part of
my remarks today. Comprehensive planning as currently practiced by local
governments did not arise in the main because those governments saw the
advantages of planning. Most planning was undertaken to satisfy the
requirements imposed by the Federal Government. Today application for
Federal funds under many government programs requires a basic planning
document. Because the programs did not evolve in a coherent manner, and
because the activities of the Federal Government are very poorly co
ordinated, the proliferation of planning requirements proceeded apace.
Today well over 100 federal programs involve some sort of planning as a

prerequisite for participation. These programs are administered by
approximately forty different agencies in eleven different departments
under fifty-nine different sets of administrative regulation. It would
appear from these statistics that a great deal of planning is being
conducted. Perhaps this is true in the urban areas, where local govern
ments can support a battery of technicians who occupy their time satisfying
federal planning requirements. In the rural areas, the result of this
proliferation and fragmentation has been paralysis. Rural officials,
frightened by the morass of technical requirements and by the specific
documentation which must accompany applications for programs to which
they have a right under the law, have simply lost heart and given up.
And where the federal planning guidelines are satisfied, they are more
often satisfied by planning in name than by planning in fact. Planning

has not been conceived as a process, but as a troublesome one-shot hurdle
over which one must jump to qualify for federal monies. As part of its
obligation to provide technical planning assistance to local government,
and consistent with its obligation to foster comprehensive planning on
a statewide basis, the South Dakota State Planning Agency has proposed
to the Federal Government a new planning framework designed specifically
for the rural areas. Essentially we have proposed a simplification of
planning guidelines so that the planning process is comprehensible to
local government officials and the expansion of the planning area beyond
single county boundaries into a multi-county operation which can provide
sufficient resources to maintain a technical staff on a continuing basis.

We have proposed that planning in the rural areas proceed on a multicounty basis using a modular planning design. We expect to develop a
battery of planning components for each multi-county district. This
collection of components or modules will comprise a single document
setting down, for example, demographic developments in the multi-county
district, the current inventory and future goals of the district with
respect to housing, health, transportation, education, and a whole
collection of problem areas which are subject to government action. Under
current procedures, application for a sewer and water project may require
a demographic component, a land use component, an environmental component,
and a housing component among others. A different project application
for housing may require a demographic component, an economic base component,

and a housing component.

Each time a project is initiated, under this

procedure, planning efforts are duplicated. In the future we will expect
to satisfy federal planning requirements by selecting the appropriate
modules from the collection constructed at the district level, and con
solidating them into a single document. A modular design will facilitate
updating.

Some components become outdated more quickly than others, and
this difficulty cannot be surmounted under the current planning procedures.

Using a modular design, outdated components can be extracted from the

collection, updated, and returned on a periodic basis.

We have secured

approval of the modular design from the Federal Government^ at a meeting
in early March in the Black Hills, the Federal Planners from eleven

departments and agencies met and supported without dissent the South

Dakota proposal. We anticipate that this simplified structure made pos
sible through the modular planning design will restore the focus of local
planning activity to those three basic components and will facilitate the
evaluation and feed-back so essential to effective planning.
The second element in the Model Rural Development Program is the
acquisition on a multi-county basis of a professional planning staff.
Ourside consultants certainly have a purpose and may be useful in the
proper context, but we are convinced the exclusive reliance upon con
sultants for local planning work has been unsatisfactory. Consultants
may be more or less responsive to the desires and needs of the local

planning commission, but they typically remain in the community for a
short time and they seldom are available for the continuing advice which
is necessary for an adequate planning operation. A grouping of counties
is more likely to be able to afford a resident planning staff which is
continually available for technical assistance. We expect that a minimum
planning complement of five will be required for each of the six multicounty planning districts in South Dakota. Initially we expect to
utilize a director, two subordinate planners, a draftsman for map-making
purposes and a liaison man whose principle responsibility will be to
maintain contact with local governments and interested groups. The
planners will be generalists with a variety of experience in federal,
state and local government activity, and their expertise will extend
across a variety of programs of interest to the district.

It will be

their responsibility to supervise the construction of the comprehensive
plan on a multi-county basis.
Each multi-county district in South Dakota will feature a district

planning and development committee, a multi-county equivalent of today's
county and municipal commissions. The district planning and development
committee will be widely representatives it will have representation from
each of the county planning commissions, each of the boards of county
commissioners, each of the first class cities, and each of the area com
mittees which exist under current federal programs. The planning com
mittee will provide the forum within which goal setting is accomplished^
it will determine whether individual projects proposed by local govern
ments are consistent with priorities within the multi-county planning

district. It will provide the coordinating effort which is essential to
effective planning, and it will be responsible for the evaluation and feed*
back which makes planning a dynamic process. These three components: the
consolidation of planning guidelines, the provision of a technical staff,
and establishment of a district planning and development commission, make
up the core of the Model Rural Development Program.

The over-riding objective of the Model Rural Development proposal
which I

have outlined here is the creation of a

vehicle at the local level

for the articulation of local priorities and needs in order that the state

agencies and the federal government will be more clearly obligated to
respond. The current fragmentation of programs and planning requirements
makes a coherent approach to local needs nearly impossible. Some of you
may realize that for purposes of administration and planning under various
programs the state of South Dakota has been carved into districts twentyseven different ways. V7ith the co-operation of the federal government
and in view of the authority given the State Planning Agency under South
Dakota statute, we anticipate that these districting configurations will
begin to converge toward the pattern determined by state executive order.
Of course this convergence cannot be accomplished quickly, and it will
perhaps never be complete; some districts, for example, necessarily
conform to watershed boundaries, and we do not expect to change the
course of rivers.

The State Planning Agency has selected the pilot district wherein an
initial multi-county organization will be established and some experi
mentation conducted. The pilot district embraces the ten counties of
Moody, Lake, Miner, Kingsbury, Hamlin, Clark, Deuel, Codington, Grant,
and Brookings. VJe have secured 100 percent federal funding for this
pilot operation, which will begin July 1, 1971. If the pilot effort
proves successful, then the remaining five planning districts will be
organized as quickly as is practical. We have not yet obtained agreement

on the initial funding of the remaining five districts, and it should be
noted that, while we are hopeful of gaining total federal financing for
early operations in each of the districts, local governments will
eventually have to determine whether the operation is of sufficient merit
to justify continued support, and to contribute to a federal-local funding
procedure if they decide in the affirmative.

Several decisions relating to the ^^ilot district will be of interest
to residents of this area. First, Mr. Robert Fitzgerald, currently on the
administrative staff at the University of Minnesota College of Agriculture,
a native of Beresford, has been appointed state director of the Model Rural

Development Program.

Secondly, Mr. Lowell Richards, a native of De Smet,
a professional planner with considerable experience in multi-county plan
ning in Tennessee, will be director of the pilot district planning staff,
Mr. George Valentine, a Madison native currently on my staff at Pierre,
will assume the district liaison position. Finally, after much deliber
ation, I have decided to locate the district office in Watertown.

This address has been rather lengthy, and I will proceed to a few
closing remarks. The trend which is developing under the Nixon adminis
tration, and it is most explicit in revenue-sharing, is decentralization
of the federal system. I-Jhether you agree with that trend or not is of

minor concern to those of us who are concerned with planning at a pro
fessional level. VThat is true, however, is that major improvements
must be made in the administrative and planning capacity of state and
local governments if they are to shoulder the responsibility for decisions
which have hitherto been executed in Washington.

I do not hesitate to

emphasize the waste which will ensue if states, and South Dakota is among
them, do not prepare for sudden expansion of resources and the additional

discretion which will be available under the current revenue-sharing bills.
None of the policies I have outlined for planning in this state should be
taken as a response to revenue-sharing, for they will stand on their own

merit regardless of the fate of that proposal. But the possibility of
revenue-sharing gives planning, budgeting, and governmental reorganization
an urgency which they have not had before.

The planning process is a challenging and important one, and the

rapid growth of state and local expenditures pressing against a limited
revenue base creates a new obligation for more rational and carefullythought-out allocation procedures at these levels of government. South
Dakota has been spared the massive onslaught of social and economic
problems which has overwhelmed governments in more congested states.
Our problems are still manageable ones, and we still have opportunities

for solutions through conscious application of the principles of planning.
The State Planning Agency has not had an enviable record, of decisive

action, but with the full support of the governor at the state policy

level, with support of the local people in a model effort which will
create an improved planning capability at the local level, and with the
support of the academic community in an attempt to place new expertise
and more sophisticated analytic tools at the disposal of state and local
officials, we expect to offer major contributions to the set of structural
improvements which South Dakotans should be demanding of state, local, and
federal government.

THE QUESTION OF TAX REFORM

Dr. Allyn 0. Lockner
Associate Professor

Economics Department
South Dakota State University

Tax reform, a topic of much recent discussion and activity in South
Dakota, has been obscured by the lack of information, incorrect information,
misunderstanding and misrepresentation. As a result. South Dakotans mis
understand and are confused by tax reform.
My objective today is to provide you with information and analysis that
will increase your understanding of tax reform, aid you in recognizing
misrepresentations of tax reform and assist you in malcing up your mind
about this important topic.
The Nature of Tax Reform

What is the meaning of tax reform? Tax reform means correcting the
defects in the procedures, rates and coverages used for making tax' payments
to state and local governments. By correcting these tax defects, the goals

of tax reform can be more closely approached.

What are these goals?

1.

Adequacy of tax revenue for public services.

2.

Economic and social effects of taxes on decisions and development.

3.

Equity or fairness in the distribution of taxes among persons,

groups, and industries.

4.

Minimum cost of taxpayer compliance with tax laws, and increased

tax certainty.

5.

Minimum cost of governmental administration and effective en

forcement of tax laws.

Designing a tax reform program with these goals in mind does not
mean that there will be an across-the-board increase in taxes paid by all
South Dakotans.

Tax reform does not mean a blanket tax decrease for all

South Dakotans. Reform does mean that the taxes paid by some South Dakotans
will increase. It does mean that the taxes paid by other South Dakotans
will decrease. Tax reform results in a redistribution, a rearrangement

of the state-local tax payments among farmers, ranchers, high-income persons,

wage earners, professional persons, senior citizens, businessmen, low-income
persons, and all other South Dakotans.

Several factors complicate and obstruct teix reform.

One set of com

plicating factors is the broad, deep and sweeping technological, social
and economic changes occurring in the state.

Examples of these changes

include the substitution of the machine for the man, the increased average

age of the population and the changing employment patterns among industries.
If the state-local tax system is to approach the goals of tax reform
while these changes are occurring, then the tax system must undergo change.
It must be reformed.

Obstacles standing in the way of tax reform include the passive
attitude of some South Dakotans toward government, the inability of many

South Dakotans to "see"' the things government does because of the intangible
nature of state and local services, and the requirement of South Dakotans

to pay for the education of youth who will subsequently leave the state.
These factors explain the apathy toward government in general and tax
reform in particular.
Tax Defects and Issues

We have observed that tax reform involves correcting tax defects.

Widely recognized defects in the South Dakota state-local system include:
1.

Above-average state-local tax effort exerted by South Dakotans.

2.

Extremely heavy dependence on property taxes.

3.

Relatively heavy dependence on retail sales taxes.

4.

Low revenue elasticity of the state tax system.

5.

Severe inequities in real property assessments.

6. Probable severe inequities in the self listing and assessment
of personal property, particularly money and credits.
7.

The absence of broad-based income taxes.

These tax defects lead to major tax issues when larger state-local
expenditures require higher state-local taxes by intensifying existing
tax defects and creating new tax defects. These outcomes arise from:
1.

The

rising cost of existing state and local services.

The demand for higher

3.

The demand for higher qu<

state and local services.

and more expensive state and

local services.

These tax defects are also aggravated by changing technological, economic

and social trends occurring in the state. These intensified and new
tax defects, in turn, heighten existing and create new revenue, economic,
equity, compliance and administrative problems. None of the problems
of these tax defects are new, but they have become more widespread and
acute as tax burdens have increased.

These tax defects have led to a number of tax issues that have been

supported and opposed by various and diverse persons, industries, asso
ciations, etc. Some widely-recognized major tax issues are;
1. Untying the property tax from the financing of primary and
secondary public education.

2.

Reducing the burden on the low-income senior citizen of the

property tax on housing and locating a source of replacement revenue.

3. Reducing the burden on all low-income families of the sales tax
on food and drugs and locating a source of replacement revenue.
4. The preferential assessment of agricultural and ranch land on the
basis of agricultural and grazing productivity and the source of replacement
revenue.

5.

The differing mill-levy ceilings on agricultural and non-

agricultural property.

6.

Weaknesses in the administration of real property assessments and

the correction thereof.

7. Weaknesses in the self-listing and assessment of personal property,
particularly money and credits, and the correction thereof.

8.

Exemption of business inventories and the source of replacement

revenue.

9.

Exemption of nonbreeding livestock and the source of replacement

revenue,

10.

Exemption of all livestock and the source of replacement revenue.

11.

Exemption of farm equipment and the source of replacement revenue.

12.

Exemption of industrial and business equipment and the source of

replacement revenue.

13.

Exemption of all personal property and the source of replacement

14.

Exemption of money and credits and the source of replacement revenue,

15. Taxation of exempt income-'produclng real and personal property.
16. Reduction of all real property taxes and the source of replacement
revenue.

17.

Across-the-board tax reduction of all property taxes and the source

of replacement revenue.

18.

Raising (or lowering) the assessment-sales ratio.

19.

Increase in rate and coverage of the sales tax.

20.

Allocate increased tax resources to cities and towns for street

improvements.

21.

Taxation of noncigarette tobacco products.

22.

The "unearmarking'* of presently "earmarked"' taxes.

23.

Adoption of income taxes.

a.

Individual - what type?

b.

Corporate - what type?

these tax defects and tax issues sufficiently serious to recjuire
tax reform? An answer to this question requires an answer to another
question: What goals do we want tax reform to achieve? (Restate the

goals of tax reform.) For example, who shall pay for primary and secondary
public education? Which tax policies will be most conducive to investment
in new equipment, buildings and inventories, which contribute to economic

development? Once we decide on what we want to achieve with tax reform,
we can then decide on how we shall achieve tax reform.

The key questions are: Which tax defects shall be corrected? Which
tax issues shall be resolved? How shall the tax defects be corrected?
How shall the tax issues be resolved?

1. By improving the administration of existing taxes? If so, which
taxes shall be improved And how?

2. By repealing existing taxes? If so, which ones shall be repealed?
How shall the replacement revenue be raised?

3. By decreasing the rates and coverages of existing taxes? If so,

wWxh ones shall be decreased and how much? How shall the replacement
revenue be raised?

A.

By increasing the rates and coverages of existing taxes?

If so,

which taxes shall be increased and how much?

5.

By adopting new taxes?

If so, which taxes shall be adopted and

how much revenue shall be derived from them?

Answering these questions requires coming face-to-face with tax reform by
correcting tax defects and resolving tax issues. It forces a confrontation
with revising and improving the procedures, rates and coverages of taxes
used to make tax payments to state and local governments. It may involve
adding new taxes for replacing revenue lost through the reduction or repeal
of existing taxes. This is the essence of tax reform. This is what tax
reform is all about.
The Road To Tax Reform

It is one thing to specify the meaning of tax reform. It is quite
another matter to specify and establish the conditions necessary for rational,
informed and successful tax reform. The following conditions seem essential
to tax reform:

1.

Informed and vigorous leadership combined with trust or assured

integrity for tax reform.

2.

Knowledge of the goals of tax reforms.

3.

Accurate information on the tax defects and issues.

A.

Knowledge necessary for the interpretation of the defects and

issues, and solutions thereof.

5.

Understanding the economic and social implications of tax defects

and issues and solutions therof.

6.

Communication of tax defects and issues and solutions thereof.

7. Understanding and compromise on which tax defects shall be
correcteds, which tax issues shall be resolved, and which solutions are
appropriate.

8. Understanding and compromise on how the defects shall be corrected
how the tax issues shall be resolved, and how the solutions shall be im

plemented.

This and the preceding condition will comprise the compromise

tax reform program.

9.

Acceptance of the compromise tax reform program by a majority of

diverse persons and groups.

10.

Informed and vigorous leadership for the compromise tax reform

program.

11. Informed and active support for the compromise tax reform program
by a majority of diverse persons and groups.
These elements comprise the crucible within which we can forge a tax
reform program. These elements may not guarantee tax reform, but It Is
difficult to Imagine tax reform occurring without these elements.
The formulation of tax policy has always and will continue to be
complicated by the changing priorities assigned to tax reform and the
changing technological^ social, economic and political environments.
The type, direction and speed of tax reform will also be determined by the
attitude and interest of South Dakotans toward government in general,

the services It provides and tax reform In particular.

But the consid

erations that now Impel tax reform are powerful. The "true" recipe
for victory by tax reformers Is that they must play the "game of
democracy", that Is, tax reform must advance the economic and social
Interests of the majority of South Dakotans not only In terms of the
size of their tax bills, but also In terns of the quantity and quality
of public services they receive.
The Alternatives to Tax Reform

We have outlined the major guidelines for correcting the tax defects
and resolving the resulting tsix Issues — that Is, for reforming the state-

local tax system.

Yet, the forces opposing tax reform do exist for they

want to preserve the status quo In state-local taxation. They may be
successful In blocking tax reform. If these forces are successful, what
are the alternatives to tax reform? What if most South Dakotans oppose

tax reform?

1.

What if tax reform escapes us?

These are five possible outcomes.

Higher existing taxes to maintain existing public services, not to

mention achieving increased public services.

sification of tax defects and tax Issues.

The result will be Inten

Low revenue elasticity of the

state tax system Is a factor requiring periodic Increases In rates and
coverages.

2.

Improve the reoponaiveness, effectiveness and efficiency of

delivering existing and new public services by modernizing our state and
local governments, and streamlining their procedures. Also, by making
more effective use of strategic planning, management control and operational
control, the existing state-local revenue system may come closer to
providing sufficient revenue to finance these services.

3. Explicitly cut back the quantity and quality of existing public
services so that our existing state-local tax system can provide sufficient
revenue to finance these services.

4.

Some combination of these three courses of action.

5.

The last alternative is to do nothing and neglect tax reform

with little or no awareness of the effect of taxation on South Dakotans,
economic development, or its implication for the quantity and quality
of public services.

These alternatives comprise the major choices confronting South Dakotans
if they choose not to undertake tax reform or if tax reform escapes them.
Where Do We Go From Here?

We have discussed several aspects of tax reform.

We have noted the

alternatives to tax reform. What is your stand on tax reform? Do you
oppose it?

Do _you support it?

Which tax defects shall be corrected?

Which tax issues shall be resolved?

How shall these defects and issues

be corrected and resolved, respectively? These are questions only you
c^ answer.
your answers?

These are questions only you should answer.

What are

